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HEARING EXAMINER: The hearing will come to
order.
We'll take the next case, 9807.
MR. STOVALL: Application of Ar.adarko
Petroleum Corporation for cumpulsory pooling,
directional drilling, and an unorthodox o0il well
location, Lea County, New Mexico.
HEARING EXAMINER: Appearances.
MS. AUBREY: Karen Aubrey, witl. the
Santa Fe firm of Kellahin, Kellahin & Aubrey,
appearing for the Applicant. I have two witness to be
SWOrn.
HEARING EXAMINER: Any other appearances?
Will the witnesses stand and be sworn.
(Witnesses sworn.)
HEARING EXAMINER: Proceed.
DIRECT EXAMINATION

BY MS. AUBREY:

Q. Would you state your name, please.
A. My name is Tommy Thompson.

Q. By whom are you employed?

A. I'm employed as a staff engineer for

Anadarko Petroleum Corporation in Midland Texas.

I've been employed with Anadarko for the .ast eight

‘'years.

CUMBRE COQOURT REPORTING
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Q. And Mr. Thompson, have you previously
testified before of the New Mexico 0il Corservation
Division and had your qualifications as ar. engineer
accepted?

A. Yes, I have, and, ves, they were.

Q. In connection with this partictllar
application on behalf of Anadarko have you also
reviewed the mineral interest ownership and the
petroleum land titles in Section 33, Township 16
South, Range 38 East?

A. Yes, I have.

o. Is reviewing petroleum land title matters
and mineral ownership part of your job at Anadarko as
an engineer?

A. It's part of my Jjob to get involved with
reviewing these titles and deeds prior to Anadarko
initiating an economic evaluation of a prospect.

MS. AUBREY: Mr. Examiner, Mr. Thompson's
qualifications as an engineer have been accepted
previously. I also tender him as expert .n the
petroleum land title and mineral ownership in
Section 33 for the purposes of this hearing.

HEARING EXAMINER: Mr. Thompson is so
gualified.

Q. (BY MS. AUBREY) Mr. Thompson, would you

CUMBRE COURT REPORTING
(505) 984-2244
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tell the Examiner what Anadarko seeks to zccomplish by
its application today?

} A. Anadarko seeks the approval to drill a
directional well bore in the Northwest 1/¢({ of

Section 33 to establish a wildcat test in the Strawn
formation at 11,700 feet.

Anadarko also seeks to force pool two
parties of which their mineral interest total is less
than 1 percent. And we seek an unorthodo:x surface and
bottom hole location.

0. Let's start with the pooling issues first,
‘Mr. Thcmpson. In connection with the poo.ing, would
you tell the Examiner who the parties to be pooled are
and exactly what their percentage interes: in the
iproposed unit is?
} A. As far as the drill site, we sczek to force
pool one, Mr. Balband, who has .125 percent mineral
interest in the prospect. And, secondly, a
Mr. Renoncourt, who has .17 percent mineral interest
%in the drill site.
| Q. Has Anadarko attempted to contact
Mr. Balband and Mr. Renoncourt in order t> obtain
their voluntary participation in this unit?

AL Yes. On October 10th, 1989, Anadarko
isubmitted a written request for lease of their mineral

CUMBRE COURT REPORTING
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interest, and on a prior deal in which Ancdarko
participated in last year, Anadarko sought to identify
and locate each party. Both were unsuccessful.

Q. Have you mailed notices -- botl your
regquest for voluntary participation and also your
notice of this hearing -- to the last knovn address of

both of those gentlemen?

A Yes, we have.
‘ Q. Where did you obtain those addresses?
A, Each of the addresses were as of public

record on the execution of a mineral deed executed in
January of 1633. That's the last known address that
Anadarko has been able to locate.

Q. And the address you have for Mr. Balband, I
believe, is in Paris, France?

A. That's correct.

Q. And the address you have for M:ir. Renoncourt
is in care of a trust company in Toronto, Canada; 1is
that right?
| A, Yes, 1t 1is.

Q. Have you had contract land people attempt
to obtain better addresses for these two gentlemen?

A Yes. Anadarko has employed conatract land
brokers to try to identify and find another
alternative address by means of locating some heirs of

CUMBRE COURT REPORTING
(505) 984-2244
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‘the families, actually doing at least take offs of

tracts in the area to maybe possibly identify a more
up-to-date address. All have been unsuccessful.
Q. Were these two gentlemen also pocled by
Anadarko last year in c¢onnection with your Wood Well?
A. Yes. In June of 1988 both parties of
similar interests were pooled under Order R-86990.

¢ . In the event that vour application is
granted, are you willing to place such funds as are
attributable to Mr. Balband and Mr. Renoncourt's
interest in escrow in Lea County, New Mexico?

A. Anadarko 1is. yes.

Q. Mr. Thompson, what risk penaltv factor is

Anadarko seeking in this matter?

A. Anadarko seeks a 200 percent penalty, the
maximur .
Q. Let me have you refer to what iwe have

marked as Exhibit No. 1 and explain to the Examiner
what the well location is that's shown on there and
also wkhkat the various colored areas are.

A. Exhibit No. 1 is a Producing Zone Map. The
scale of the map is 1 inch equals 5,000 feet. It
indicates, first off, our proposed location in
Section 33 by a red dot and arrow. It shows the
quarter sections of 33 marked in pencil. Highlighted

CUMBR
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in each of the colored areas are the knowr proven
producing fields in the area as by producing
formations.

In orange you will find Permiar. Age
production. In our particular instance, ¢&trawn is our
target, and the nearest Strawn production is located
to the west, approximately two-and-a-half miles west
of us. And then some Devonian production is
identified by blue crosshatching.

Q. The Wood Well, which we referred to a
little earlier, in Section 28, is shown as a dry hole
on Exhibit 1; is that correct?

A. That's correct. It's located northeast of

the proposed location.

Q. And what was Anadarko's object:.ve formation

in that well?

A. It was Strawn as well.
Q. Let me have you look now at Exhibits 2 and
3. Are these the letters that were sent o

Mr. Renoncourt and Mr. Balband in c¢connection with your
efforts to obtain a voluntary participation?

A, Yes. Each Exhibits 2 and 3 are in two
parts. The first page of each are the ac:iual
notification that Anadarko requested a leasehold from
each party. The second page on each is the actual

CUMBRE COURT REPORTING
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mineral deed as available in the abstract of
Lea Tounty, New Mexico.

o Let me have yvou look now to Exltibit No. 4,
Mr. Thompson, which is an AFE for the prorosed well.
Have you reviewed this AFE?

a. Yes, I have.

Q. And would you review it gquickly for the
Examiner, particularly with special attention to the
cost of directional drilling.

aA. Okay. Exhibit No. 4 is a typical Anadarko
AFE. It's broken down by category as far as dry hole
and completion cost. The top of the AFE refers to the
well name and location. In this particular instance
it's the J. Smith No. 1 in Section 33 in 1.6-38.

Anadarko will be operator of the proposed
locatiocn, and we'll have parties involved with
Anadarko in the drilling of this well.

The first column is dry hole costs, and
Anadarko has estimated its dry hole costs to be
$§554,9C0. This c¢ost includes an incremen: of about
$65,00C that we anticipate necessary to directionally
drill the well bore.

Q. Has this AFE been approved by other working
interest owners in the proposed unit?

A. We have three other parties in the proposed

CUMBRE COURT REPORTING
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unit, excluding the two parties we seek t¢ force pool.
They were Wood 0il, TX0, and Amerada Hess. In each
case we have an agreement. In the case of Wood 0i1l,
we have an agreement for Wood 0il to participate in
the well bore.

Q. Is that based upon this AFE?

A. Yes, ma'am. They have approved this AFE.

As far as TX0O, TXO has made a verbal

icommitment to Anadarko to either participate or farm

out, based upon this AFE, and Amerada Hess has made a
farm-out commitment.
Q. In your opinion, Mr. Thompson, is the cost

shown on Exhibit 4 in 1ine with other wel.ls of this

depth?
A, Yes, they are.
Q. And dcoces it appear to you to be fair and

reasonable?

A, It is.

Q. What is Anadarko seeking for overhead while
drilling and producing the well?

A. Anadarko requests that $5500 per month
drilling rate and a $500 producing rate for the
particular well bore.

Q. And what is that based on?

A. These rates are based upon a published

CUMBRE COURT REPORTING
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Ernst and Winney survey, dated 1987, with escalations
published by that survey for each of the last two
years for 88 and 89.

Those escalations are based upon a 1.4
1percent decline in 1988 on the 87 averages, and a 3.3
percent incline or increase based on the prior vyear.
In each case they are average or median cost figures
that are represented in this survey.

Q. Are these costs for drilling and producing
overhead also in line with the costs which have been
agreed upon in other joint operating agreements to
which Anadarko has been a party?

A. Yes. In each case the drilling rate and
producing rate are the same rates that appear on an

jexecuted Anadarkoe joint operating agreement with

vicinity. They also appear on the joint operating
agreement for this location.

Q. Let me have you look now at Exhibit No. 5.
And I'd like you to address your comments to
Anadarko's request for both an unorthodox surface
location and an unorthodox bottom hole location.
Could you locate the surface location for the
Examiner.

A Exhibit No. 5 is a survey of the surface

CUMBRE COURT REPORTING
(505} 984-2244
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plat of Section 33. The scale is 1 to 500 feet. The
large circle on this plat represents the radius of the
irrigation system that is present on the surface.

A circle marked "surface location” on the
bottom, the Southeast Southeast -- the Southeast of
the Northwest 1/4 of Section 28 is a surface location.
Its footage location is shown to be 2440 feet out of
the north line, 2230 feet out of the west line. You
notice it's located just outside the irrigation
system.

The bottom hole location is also spotted on
this plat. It's location is spotted as 2 060 feet

from the north line, 2500 feet from the west line.

'Its location is based upon a seismic shot point that

Anadarko has acguired.

Q. And Mr. Daniels, who is the geophysicist
who is here today, will give the Examiner more
information about the selection of that location.

A. Yes, he will.

Q. Why was it necessary for Anadarko to locate
the surface location outside the radius o: the
irrigation system?

A, This particular surface acreage is owned by
the Snyder Ranches, a party in which Anadarko has
previously settled damages for on other wells in the

CUMBRE COURT REPORTING
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area. It is in the interest of both parties with
respect to time constraints, as well as monetary, for
Anadarko to locate ocutside of this irrigation systemn.

The irrigation system encompasses
approximately 220 surface acres. For Anacarko to
occupy the surface inside this system wou..d condemn at
least five acres of the Snyder Ranch irrigation.

Q. Is that surface presently planied with a
crop?

A. Yes, ma'am, it is. The North ./2 of
Section 33 is currently planted in cotton at this
time.

Q. Is it your plan to wait until that c¢crop has
been harvested before going on the surface to begin to
drill this well?

A. Yes. That's Anadarko's intent:ons.

Q. Would you tell the Examiner what the dotted
square represents on Exhibit No. 5.

A. Also on this plat is a standar«d 40-acre
proration unit marked by a solid line in —:the Southeast
1/4 of the Northwest 1/4.

The dashed line represents an orthodox

locaticen as far as being 330 feet from each line.

Both locations lie outside that orthodox LlLocation.
Q. Would it be possible for you to locate vour

CUMBRE COURT REPORTING
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surface location at a standard location within that
sgquare?

A, Yes, it wouid. However, 1n order to do so,
we would anticipate more problems directionally
drilling the well bore than we would if we stayed
almost due nocrth. Southwest of the locat:on would
also be further away from the bottom hole location.

Q. Let me have you look now to Exhibit No. 6,

'Mr. Thompson, and would you review that for the

Examiner.

A. Exhibit No. 6 is both the vert:cal view and
a horizontal view of Anadarko’'s intended directional
drill program. On the left side of the page is a
vertical plan. It shows Anadarko's proposed kickoff
point of the 9700 feet, at which point Anadarko will
begin to build -- angle it at the rate of 1 1/2
degrees per hundred feet.

We anticipate by 10,900 feet we'll have our
angle built sufficiently to reach our bot:om hole
target. At that point Anadarko would paclt the
assemby, as far as our drilling assembly, and drill to

[}

a total depth of 11,000 -— a true vertical depth of

i€
11,700 feet. It would require a displacemnent of 466
feet to the north, northeast.

Q. You've shown a target radius of 125 feet on

CUMBRE COURT REPORTING
(505) 984-2244
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this exhibit. Can you explain for the Exeminer your
choice of that radius.

A. Yes. Anadarko seeks a 125 foot radius
target because of the nature of shallow beds in this
area, it will be the tendency of the drill bit to walk
north, northeast. Anadarko has intentions that should
this well bore walk sufficiently north, nc<rtheast,
we'd reduce our actual drilling costs witl this
target. OQur actual bottom hole target is still the
middle of that radius, however.

Q. How close close is this target area to the
gquarter, guarter section line?

A. The limit of the 125 foot radius would be
15 feet from the existing quarter, guarter section
line.

Q. And that would be the far east edge of your
radius; is that right?

A, Yes, that would.

Q. Do you have an opinion as an engineer that
Anadarko can successfully hit the center of that 125
foot radius, given the driliing plan that you have
proposed?

A. Yes, I think that's entirely possible.

Q. De you intend to run a multi-point survey

while drilling the well?

CUMBRE COURT REPORTING
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A. At approximately 4800 feet, the base of
Anadarko's intermediate program, we will 1un a
multi~-shot survey to see where we lie. A¢gain, at our
kickoff point we'll run a second survey and we'll
monitor as we drill via multi-point survevs.

Q. Your proposed well location is in the
Southeast of the Northwest; is that correct?

A, Yes, it 1is.

Q. The acreage which yvou will be «crowding, if
vour unorthodox location is approved, is i‘he acreage
in the Northeast 1/4 of Section 33; is that right?

A. Yes, it is.

Q. Can you describe the mineral interest

ownership in the Northeast 1/4 of Section 33 for the

Examiner.
A. Anadarko owns a 100 percent lease in the

Northeast 1/4 of Section 33.

Q. When did that lease expire, Mr Thompson?
A. That lease expires in May of 1990.
Q. Let me have you look now at Exhibit No. 7

and describe what that is for the Examine:.

A. Exhibit No. 7 1s the same data as is
presented on Exhibit No. 6 except it's presented in a
tabular form. It shows the actual measured depth or
drift direction in degrees and our true vertical depth

CUMBRE COURT REPORTING
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of the proposed directional drilling program.
Q. Mr. Thompson, in your opinion will granting
Anadarko Petroleum Corporation's application promote

conservation, protect correlative rights, and prevent

waste?
A Yes, I do think so.
Q. Were Exhibits 1 through 7 prep:cred by you

or under your supervision and direction?
A. Yes, they were.
MS. AUBREY: Mr. Examiner, I offer
Exhibits 1 through 7, and I have no more c¢uestions of
the witness at this time.
HEARING EXAMINER: Is there ob:ection?
Exhibits 1 through 7 will be ac¢cepted in
the record.
EXAMINATION
BY HEARING EXAMINER:
Q. Mr. Thompson, what did you say was the
target, the objective?
A. The Strawn Horizon at 11,700 feet 1is
Anadarko's proposed producing horizon.
Q. You'll have another witness who will
discuss why that location is sought?
Al Yes, sir.

Q. Have vou entered into that Jjoint operating

CUMBRE COURT REPORTING
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agreement on this well?
A, We have submitted a joint operating

agreement to all parties. We're currently waiting for

Amerada Hess, Wood 0il, and TXO to finali:ze their

commitments.

Q. But no other party has signed —:hat
agreement to this date; is that right?

A. No, sir. they have not.

Q. How much additional cost is there to
drilliing this well directionally, as opposed to

drilling a conventional well?

A, An increment on the dry hole cost, Anadarko
estimates to be $65,000. That's a minimunn increment.
Q. Have you looked at alternatives to drilling

directionally, that is., drilling within the radius of
your irrigation project and taking measuraes to protect
the interests of the surface occupant?

A. Yes, we have.

Q. And the diagram that you showed on
Exhibit 5, the dashed line indicates the area where
vyou could drill a standard location; is that correct?

A. As a surface location, yes, sir, as well as
bettom hole. Anadarko surface location iu the closest
location to the south quarter quarter line, which is
the occupation line on this ranch. With nutual

CUMBRE COURT REPORTING
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discussions with the landowner, the Snyder Ranches, we
feel 1like this is our best surface location.

Q. And you could not negotiate unier any terms
the drilling of a straight hole?

A. Not that would not exceed incramental cost

tc directionally drill the well bore, no, sir.

Q. As I recall, your application asks for a
target radius of 150 feet; is that right -- no, I'm
sorry. I was mistaken?

A, I believe it's 125 feet.

Q. It is 125. I don't know where I got that
150 feet. It certainly wasn't from the no>tes.

Have yvou been in contact with the mineral

owner under the Northeast 1/4 of this section?

A. Anadarko has that mineral interest under
lease.
é Q. Yes, but you said it expired i1 May of
19¢07?

A. May of 1990, yes, sir. It would be typical

for Anadarko to be in contact with this mineral
interest owner to either extend this leas:, should we
nct get a directional test and a successfil test off,
yes, sir.

Q. Should you not be successful in extending
that lease or renewing the lease, whoever picks that

CUMBRE COURT REPORTING
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lease up might suffer some impairment of correlative
rights, wouldn't they?

A. That's possible. They would also benefit
from an offset location that would prove this bases
being present, as well as porosity, yes, sir.

HEARING EXAMINER: I believe tlat's all I

have. D¢ you have any gquestions?
| Anybody have any questions of the witness?
The witness may be excused.

DIRECT EXAMINATION

BY MS. AUBREY:

Q. Would you state your name for the record,
please.

A. Alan Daniels.

Q. Mr. Daniels, by whom are you enployed?

A. Anadarko Petroleumn.

Q. What do you do for Anadarko?

A. I'm a senior staff geophysicist.

Q. Have you ever testified before the

New Mexico 0il Conservation Division before?

A. No, ma'am.

Q. Would vou review yvour professicnal degrees
and yvour work experience for the Exaniner.

A I have a degree in geology fron the
University of Iowa, 19€9. I've been emplcyed as a

CUMBRE COURT REPORTING
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geophysicist most of my career. I started out with
City Service in 1969 as a geophysicist trecinee. I've
work as a geophysicist for the last 20 yeers for
various o1l companies.

Q. How long have you been with Anesdarko?

A. Nine years.

MS. AUBREY: Mr. Examiner, I tender
Mr. Daniels as an expert geophysicist.

HEARING EXAMINER: Mr. Daniels is so
gqualified.

Q. (BY MS. AUBREY) Mr. Daniels, are you
familiar with the subject of Anadarko's application in
this case?

A Yes, ma'am.

Q. Would you briefly review for tl.e Examiner
your involvement in the decision to drill this well
and to file the application before the 0il
Conservation Division.

A. We got into this area about two years ago.
If you open the first or the next plat, Exhibit No. 8,
I'1ll show you the seismic lines that we have run. If
vyou see the blue dot on the map, that's our bottom
hole location. The next line to the east is line B of
Green Meadow Lake. It runs Northeast-Southwest. That
was the first line we acquired in this area. That was

CUMBRE COURT REPORTING
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about two years ago. And I had an anomaly on that
line at the time.

Subsequent to that line I shot line D --
it's at the top of the map running east and west. And
vyou'll see a dry hole right where all those lines
intersect. That's where we drilled our Wood Well.
That is the No. 1 Wood. That's in Section 28. At
that time, a year and a half ago, that looked like the
best location with the amount of data I had. We got a
dry hole on that.

I went back and reprocessed the seismic
data we had in hand to try to get -- improve the
quality. I came back down to the center of Section 33

'and bought a line from Geophysical Services,

Incorporated. It's entitled "Line 1 of Garrett East"
and runs right across the center of the section, east
and west.

If you look on that line, there¢ is a shot
point 1970, almost in the center of the section. At
that time I could see a seismic anomaly, and it was
very coincidental with the anomaly I had on line B,
that I just mentioned. But I wasn't sure where the
highest point was. So I came back in and shot Line A

!of Garrett East, that goes back and startis over at the

top of well in Section 28. It's A Garret: East and
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runs southwest, right over the blue and red dot.

At the same time I shot anotheir line. I
was trying to get a legal location with L:ne B of
Garrett East. It's the next line north oif Line 1. So
it's 330 off the center, running east and west. And
it crosses Line A Jjust above the red dot. I was
trying to come up with somewhere, right in there, as a
legal location.

What happened, structurally, I get higher
going back to the northeast on Line A near 1080, right
where the blue dot 1is. That's shot point 1082 is ny
location. That's the highest structural point I can
get on the seismic.

And we're concerned with water in here, and
these Algol mounds are of quite steep dip. I can go
several hundred feet and drop 50 foot stricturally on
the Strawn. I'1ll bring up ancother exhibit here and
show you that in a second.

Q. Would you likxe to look at your
Exhibit No. 9 now, your structure map in connection
with that testimony.

A. If that would please you, yes.

Exhibit No. 9 is my final interpretation of
the seismic in the area. This is structure on top of
the lower Strawn formation, which is our cbjective.

CUMBRE COURT REPORTING
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Contour interval is 50 feet. I've made ii. on this
scale so we can do detail work. This is . to 500
scale.

As you see, where that blue dot is up
there, it's in a closing ~7300 foot contour, and I
want to get into that contour. The next c¢ontour going
west 1is 50 feet lower. So we drop 50 feel going over
to our legal location, if we had one. I +hink that
would probably end up with getting water and not much
0oil, or maybe no oil.

Q. From your structure map, c¢an vou correlate
this depth with the objective depth in your Wood Well,
which was a dry hole?

A. Yes. It's -7542. I expect to be almost
250 feet high to it.

Q. And did yvou encounter water in that well
bore?

A. It was tight. The formation was tight. We
did not find the facies, which is the Algol mat facies
where we develop our porosity, as you do over in the
Shipp Field to the west.

4

Q. Why is it important to you to bhe
structurally high in the well bore we're :alking
about?

A. We feel there is water in the :(Iormation

CUMBRE COURT REPORTING
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when we do get the porosity, and we want to be on top
of the structure.

Q. And how much -- you may have said this, but
I missed it -- how much would yvou drop in structure if
you were to move your bottom hole locatior to a
standard location?

A. Based on this, it would be at least 50
feet, you know, we would drop at least 50 feet lower
if we try to get a legal location.

Q. Are you the person in Anadarko who

recommended this proposed bottom hole locetion?

A. Yes.

Q. And did you 4o that based upon your seismic
study?

A. Yes.

Q. Anadarko has asked for a 200 percent risk

penalty factor in connection with the portion of its
application which pertains to the forced pooling. Can

you give the Examiner your opinion on that risk

factor?

A. I think it's justified.

Q. Would you explain why.

A. I'm not sure I understand that question
exactly, so maybe I'm -- go through that wvith me, why

I think it's justified --

CUMBRE COURT REPORTING
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c. As a geophysicist can you give the Examiner
some information from which to conclude that he would
be justified in imposing a 200 percent risk factor in
connection with the pooling portion of this
application?

A. Well, first of all, this is a wildcat, and
it's risky. There 1is error in the seismic. I've done
the best I can do in making the map. As vou Xnow,

'I've already drilled one dry hole in here, so it's

pretty expensive when yvou do one of those. It's
risky. That's all I can say about it.
Q. Do you know what the nearest Strawn

production is?

A. Yes. It's just to the west -- on this
scale you can't see it. I need that other map.

Q. You want to refer to Exhibit No. 17

A. The nearest Strawn is 2 1/2 nmiles. It's

over to the west. Here it is.
It's in Section 31, waich is -- yes, on the
very west side of Section 31, in the Soutlwest 1/4.

‘That well was just conmpleted this year.

Q. And is that producing in the Strawn?
A. To my knowledge, it is, vyes.
Q. From your structure map, do yoil have an

opinion as to the trend of the Strawn towerd the east?

CUMBRE COURT REPORTING
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A. Toward the east?
Q. Yes.
A. My interpretation indicates, should we be

successful on this, we will probably have more
locations to the east, which we're not reslly prepared
to discuss right now, but, yes, I think it trends to
the east. As you see down in the southeast part of
Section 33 I have another closed contour in there.
That's a structure on top ¢©f the Strawn.

Q. Let me have you look now at Extkibit
Number 10, which is a type log. Where is the well
that this log was run on?

A. This well was —-—- if yvou go back to

Exhibit 1, it's in Section 4-17-37. So it's 1, 2, 3,

4, 5 —- it approximately 5 miles to the west.
Q. Is it producing from the Strawr.?
A. Yes. I have a seismic line -- I don't have

it here, but I've got a seismic line right over this
well, in fact. I know what the seismic claracter
looks like over this production.

Q. Would you review the log for tle Examiner?

A. This is a density log or neutron density
log. The top of the Lower Strawn i1s marked. On the
gamma rays you have a good shale break above it. on
the neutron log vou see a good break when we hit the

CUMBRE COURT REPORTING
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top 0of the Lower Strawn. As we go in approximately 50
about 60 feet, we hit a porosity zone on the neutron
side. It kicks way in. We get up to 8 to 10 percent
on some spots in there.

You will see right in the center of the log
it says the "pay zone," that's the overall producing
zone in that Strawn formation. I don't krnow where the
exact perforations are, but they are down through that
zone.

Q. Would you expect to find similer porosity
‘at your proposed bottom hole location?

A. The character I've got on my seismic
resembles the character I have over here. We get a
character change on the seismic. The actual
reflection does change over these things.

And there is structure involved on these.
If yvou get off of one of these little anomalies,
they 've found water. We have cross-secticns over
serveral wells. You get a dry hole. We ¢o up dip a
little bit. Once you've found the porosity, you will
get more oil, and then on top, you get straight oil.
That's why I was so insistent we get on tc¢p of this
structure.

Q. Mr. Daniels, can yvou refer back to Exhibit

No. 8 and discuss for the Examiner the nunber of

CUMBRE COURT REPORTING
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seismic linesgs that are shown on that exhikit, and
whethery or not that's the usual nunmber th:t Anadarko
would run for a prospect of this nature?

A. No. Like I said, I had couple of lines
originally that we ran and we chose to drill our first
well in 28. Subsegquent to that I came back and bought
a line, and I shot two more new lines, which are Line
A and B of Garrett East, trying to get a legal
location off the anomaly I had in the very center of
the section.

If I didn't have a lead in there I would
not have shot this many lines, no, if that answers
your guestion. I have this many over this section
because I started seeing an anomaly on the original
line we ran.

Q. Mr. Daniels, in your opinion, will the
granting of Anadarko's application protect correlative
rights, promote conservaton and prevent weste?

A. Yes, ma'am.

Q. Were Exhibits, 8, 9 and 10 prerared by yvou
or at your direction?

A. Yes.

MS. AUBREY: Mr. Examiner, I tender
Exhibits 8, 9, and 10. I also tender Exhibit No. 11,
which yvou have, which i3 the original Certificate of
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Mailing with the green certified mail carc¢s attached
to it. I have no more Jguestions of the witness at
this time.

HEARING EXAMINER: Which exhibits?

MS. AUBREY: 8, 9, and 10.

HEARING EXAMINER: Is there ob:ection?
Exhibits 8, 9, and 10 will be introduced into the
record.

MS. AUBREY: And I've also tencered Exhibit
No. 11, which was prepared in our office &nd is a
Certificate of Mailing.

HEARING EXAMINER: And Exhibit 11.

EXAMINATION

BY HEARING EXAMINER:

Q. Mr. Daniels, I'm still a 1little bit
confused with your seises lines. Garrett Fast was a
contractor that --

A. No, sir, that's name of our prcspect area.
When we write an AFE, we give it a name. Garrett is
one of the closest Devonian fields over tlere, so we
use that as a name. That's all that means.

Q. On which of the lines did you find
anomalies?

A, Ckay. My original line was lire B of Green
Meadow Lake. If you look on the contour nap
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Exhibit 9, it's labeled as the "APC No. 1 Wood." I
had an anomaly up there originally, and I had one down
here around shot -- between 1070 -- no, tlrat's not
1070 -- around shot point 320. And it's rard to read
these on this section.

Q. This 1s a little --

A. You want me to come up there ard kind of go

over it with you?

Q. No.

A. It's hard for me to talk and sltow you.

Q. Those numerals aren't distinct on this
copy.

A. Mine 1s eradicated too.

Q. And you found one where? In tte vicinity

‘of shot point 320?
i A. Yes. I had one on that originel 1line.

iThat's why I bought the next line that goes east and

Ewest through the center of the section. 1t also

I
'showed an anomaly around shot point 1970. But vou

see, I have question marks at those values right in
there on that east-west line. 1970 has a question
mark.

At the time that line was shot, about seven
years ago, it was a contractor -—- as a grcup shoot by

one the contractors, the whole area was ir production

; CUMBRE COURT REPORTING
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across the East 1/2 of the Section 33, and they had
skips because of the crops.

MR. STOVALL: Excuse me. Let ne make sure
we're working together on the same exhibit. Perhaps
that's part of the confusion. Are you looking at
Exhibit No. 9, which is your structure map?

THE WITNESS: I've got 9 out on my
structure map, ves.

MR. STOVALL: When you're making these
references to the gquestion marks and this information,
this is on Exhibit ©7?

THE WITNESS: Yes, that's on my contoured
structure.

MR. STOVALL: That may have bee¢n part of
confusion with the Examiner.

HEARING EXAMINER: I was looking at 8.

THE WITNESS: I'm sorry.

Q. (BY HEARING EXAMINER) Now, the guestion
marks mean what?

A. That I couldn't make an actual depth pick.
The shallow data, which is the Yates in here, was NR
on the seismic because they had to have so many skips
on the surface for crops at the time that particular
line was shot. The last lines I shot in here were
when the crops were crops were out and we could get

CUMBRE COURT REPORTING
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of an anomaly on Line A, which is the one t

there, running southwest.

previous prospect?

CUMBRE COURT REPORTING
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ifull coverage across the area. That is wity I shot the
east-west line just to the north, and that's Line B of
Garrett East. You see, there's no question marks on
it. It's a very good line.

Q. And did you nave anomalies on that one?

A, Yes. They start approximately at 1075, the
character change does. And then I had the same type

hat runs

over the APC Wood, up to the northeast, Line A of

Garrett East. It comes over the red and Ilue dot

Q. That was the anomaly up there in your

A. Yes. That's right. I tied into our well

50 I had lots of control so I could make ny depth map,

for one thing, on that last line. I knew what the

character looked 1like on it, and I came beck.

Q. How about the data at your shot point 1080
on your Garrett East A7

A It's just slightly lower structurally than
where the blue dot is. If you look, I've got a 7287
on a blue dot and I've got a 7288 ~- it's not that
much -- about 11 feet. That would be ever more of an
odd location, I guess. That's right on tre
north-south line there. It would be fartker to

34
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directional drill that way if we came up <n the
surface, trying to stay out of that irrigetion system.

Q. If you were to drill a well at this
location what would you recommend to protect the
Northeast 1/4 from drainage from that well?

A. What would I recommend to protect it from
the drainage?

Q. Is that the same lease? It isn't the same
lease, 1s 1t?

A. To my knowledge it's not. What we'd have
to do, 1f we're successful here, we're going to have
to go over there and immediately to hold those leases,
start another well in the Northeast 1/4. And we're
not worried about drainage as long as we're, you Kknow,
doing the drilling. I mean it's going to be our --
we've got 100 percent minerals in the Northeast 1/4.

Q. Of course, you'll have additiornal data when
vou drill that well, but based on the dat: you have

now, wnere would you locate that well?

A. In the Northeast 1/4 if I had to drill a
well?

Q. Yes.

A. Probably, based on structure, if I had to

get a legal location it would be somewhere near 73 --

where I have a -7318 value, and that's at shot point

CUMBRE COURT REPORTING
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325 on line B. It would be straight east of the blue
dot. It's going to be sliightly structurally low but
not as low as we'd be if we go west in the Northwest
1/4.

Q. Your blue dot is located how fer from the
lease line?

A Do you remember, Tommy, what tltat was? I
don't have it off the top of my head. It's 140 feet.

Q. Then how far from the common lease line
would your proposed location -- a far pro-ection of
where you might drill, based on information that you
have today, how far would that be from the common
lease line?

A. I don't guites understand the question.

Q. How far is your second locatior. from the
common lease line for these two leases? The one lease
consisting in the Northwest 1/4 and the other lease
consisting in the Northeast 1/47?

A. Yeah, I understand that's where -— I don't
know how far that is. I don't have a ruler here. You

are asking me in footag=z?

Q. Yes.
A. I haven't measured that. I rezlly haven't.
Q. How far did you say it was for your

proposed well?
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A, The proposed bottom hole is about 140 feet
to the west of that common lease line.

Q. So eyeballing it, it looks like it would
probably be 400, 450, something like that?

A. Yes, it's going to be -— if we drill over
there I think we will be able to get a le¢gal location,
is what I'm trying to say, without trying to go for an

odd location. If we're successful here, ve'll

iprobably be able to driil a legal location in the

Northeast 1/4.

Q. Wouldn't you think that some adjustment in
the producing rate would be in order to protect the
lease in the Northeast 1/47?

A. I'm not -- I don't think I know how to
answer that.

Q. Well, that probably is outside your area of
expertise, then.

MS. AUBREY: Mr. Lyon, I would be happy to
recall Mr. Thompson, 1f yvou would like to address that
question to him?

HEARING EXAMINER: All right. We may want
teo do that.

THE WITNESS: I'm not sure I'd be of
benefit or not. I haven't really worked on that.

MR. STOVALL: If we recall Mr. Thompson, I

CUMBRE COURT REPORTING
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would like to ask some questions about the leases,
too.

HEARING EXAMINER: I think that's all the
questions I have of Mr. Daniels.

THE WITNESS: Okay.

HEARING EXAMINER: Would you --- I'd like to
recall Mr. Thompson.

MS. AUBREY: I'd be happy to.

MR. STOVALL: If I might ask a couple of
questions, first, Mr. Examiner. I think . understand
where you're going, and perhaps we can getl somnme
preliminary information out of the way wh:ch will
raise or eliminate the concern that you'wve got.

HEARING EXAMINER: Go right ahead.

EXAMINATION
BY MR. STOVALL:

Q. Do you have knowledge as to who lessors
are, the mineral owners, in Section 33 Northeast and
Northwest?

A. Yes, I do.

Q. Are they the same in both proration units
that we are looking at?

A. Neo, they are not.

Q. They are not. Okay. So even :.f you are
able to retain the lease, you would retain the working

CUMBRE COURT REPORTING
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interest. The working interest would be fhe same in
that, those two guarter sections, but not the fee
mineral interest?

A. If I understand what you're gei:ting at,
that's correct. Anadarko presently is ati:empting to
form a working interest unit that would incorporate
560 acres of Section 33 that might better address some
of the questions you have.

HEARING EXAMINER: I think thai: 1s probably
what we're lcoking at.

THE WITNESS: At this time we don't have
commitments on that agreement signed. We do have
contact with all parties involved and have not
received any unfavorable or contradictory information
at this point.

FURTHER EXAMINATION
BY HEARING EXAMINER:

Q. Is there any time constraint in regard to
drilling your proposed well?

A. Yes, sir. The proposed drill site location
in Anadarko's lease, as well as some of the leases

that have been tendered into this by the other

ncn-operators expires 4 of 90. One month prior --
Q. One month before the one in the¢ northeast --
A. One month prior to the expirat:on of the

CUMBRE COURT REPORTING
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'tadjacent lease line; that's c¢correct.

Q. I don't know if you're familiar with the

lcase that we had in the north King Camp Devonian?

A. No, sir, I'nm not.

Q. But in that order we imposed a penalty on
the allowable for the well which was about as close as
vyour well here, based on the proportion of distance

moved from a standard location toward the lease line.

A. Okay.
Q. And a lot of those orders are }ind of an
exercise in trying to project into the future. This

well came in a very good well, and it had a very
substantial penalty. We believe that the only
equitable way to handle that situation is to have a
reservoir unit. And this looks like it might be very
nearly the same thing.

Also, in the case that authorized that
well, it was a re—-entry and directionally drilled
well, and we gave them a target. It was zlso crowding
the east line. And we gave them a target of a
semicircle of a given radius to the west ¢f the
projected location.

A. From the adjacent lease line; is that what
vou're saying? The semicircle would be ctt off?
Q. From their target location, thet it would

CUMBRE COURT REPORTING
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be completed within -- I think they asked for 200
feet. I'm not sure. But it was a 200 foot radius

west of the target location.

MR. STOVALL: A semicircle target as
éopposed to a full circle target.

| HEARING EXAMINER: Right.

! THE WITNESS: I understand. Ags Mr. Daniels

jtestified, it's in Anadarko's best interest to hit a

!
i

jbottom hole location on his shot point. It will be in

i
|

‘Anadarko's best interest to obtain as close to the
center of that circled target as possible . 125 feet
would be very critical, according to his structure
map. And we'd not be oppcsed as to -- you kKknow, it's
our intentions to hit the center of that ‘“‘arget, if
that's a concern.

HEARING EXAMINER: It is a concern.

THE WITNESS: As far as draining the offset
acreage, Mr. Examiner, analysis of Strawn producers in
the area establishes that approximately 80 acres can
be drained by a producing well bore. Should Anadarko
be successful in obtaining a producing we..l bore at
this lcocation, we'll be back at the Commission
requasting that the field boundaries of the Shipp
Field be extended to include this well bore and that
Anadarko be allowed an 80-acre proration unit.

CUMBRE COURT REPORTING
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On that basis, it's our impression that
even at an orthodox location on this 40-acre tract,
that we would still feasibly drill the ad:.acent lease
I mean drain the adjacent lease. That this difference
in footage from the lease line is not going to, you
know, has no real merit upon whether or not drainage
will occur.

HEARING EXAMINER: Well, if you form a unit
where the Northeast 1/4 would participate in your
production, I would agree with you --

THE WITNESS: That would resolve that
problem, yes, sir. We're in the process of trying to
establish that.

HEARING EXAMINER: Right.

THE WITNESS: As far as subsequent
locations in the Northeast 1/4 of Section 33, of
course, their merit will be upon the success of this
well and the data obtained from this well.

HEARING EXAMINER: Right.

|
i
! THE WITNESS: As far as trying to speculate
!how far off that lease line -- I don't bel.ieve we're
écapable at this time.

HEARING EXAMINER: Right. Wel.., I wanted

to bring that to your attention as a matter of some --

;
fa case of some precedent, and that in all likelihcood
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we will have such language in this order also.
Do you have my further gquestions?
FURTHER EXAMINATION

BY MR. STOVALL:

Q. Inasmuch as you have mentioned the Devonian
case, and the -- call 1t precedent, for lack of a
better word -- penalty methodology that was

established there, do you have an opinion as to that
applicability versus another method of protecting the
correlative rights of the offset owners?

A, Could I ask yvou to rewocrd that, please.

Q. What's your opinion as to what Mr. Lyon has
told you with respect to his thinking as far a penalty
on the production?

A. I think I might have addressed that in the
nature of Anadarko's thought process, that even a
standard 40-acre location could possibly establish
drainage.

I don't think, in nmy opinion, that a
penalty in this case would be justified. The fact
that Anadarko has an adjacent lease that's due to
exXxpire, that we have 100 percent leasehold interest,
and that this location would prove up a -- you know,
an alternative location to the east, all ¢f those
factors involved would merit Anadarko drilling a

CUMBRE COURT REPORTING
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second test. That and the drainage potential from a
standard location. I don't believe a penalty is in
order in this case.

HEARING EXAMINER: Well, there also is the
consideration that if the Strawn formatiorn has the
permeabilility characteristics of the other Strawn
formations in this area, that it probably would be an
unnecessary well, to protect that well. hat your
existing well might very well drain the entire
reservoir.

THE WITNESS: Subsequent to dr:.lling this
location we may have better data to estab.l.ish the
extent of this field which might merit a second
location.

HEARING EXAMINER: Right. I know that
there are a lot of things that you can't predict with
that much accuracy with the data that you have right
now, but we're trying to establish a mechanism of
protecting all the interested parties.

Do you have anything further?

MS. AUBREY: I have nothing fuither.

HEARING EXAMINER: Does anybod:r have
anything further in case?

We'll take the matter under advisement.
the witness may be excused.
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CERTIFICATE OF REPORTER

STATE OF NEW MEXICO )

COUNTY OF SANTA FE )

I, Diana Abeyta, Certified Shorthand
Reporter and Notary Public, HEREBY CERTIFY that the
foregoing transcript of proceedings before the 0il

Conservation Division was reported by me; that I

caused my notes to be transcribed under my personal

supervision; and that the foregoing is a true and
accurate record of the proceedings.

I FURTHER CERTIFY that I am not a relative
or employee of any of the parties or attorneys
involved in this matter and that I have no personal

interest in the final disposition of this matter.

WITNESS MY HAND AND SEAL January 3, 1990.

21 e By ‘,,,;

hea
22

/amﬁk)C;}&h(

AZ»M%L(g aéiw» , Examiner C’ﬁIANA ABEYTA U

23 @
24

25

il Coprarvah Dikicinn CSR No. 267

My commission expires: May 7, 1993
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